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SUN LIFE UNIT ASSURANCE LIMITED

DIRECTORS’ REPORT

The directors have pleasure 1n submuitting their report together with the audited financial statements for
the year ended 31 December 2007

BUSINESS REVIEW
Principal Activities

Prior to 1 January 2007, the Company’s principal business was the transaction of umit-linked life
insurance busimess 1n the United Kingdom Following the transfer of busmess descnbed below, the
Company ceased to transact insurance business and applied to the Financial Services Authonty for de-
authorisation This was recerved with effect from 31 December 2007

Transfer of Business

As reported 1n the Directors’ Report accompanying the Financial Statements for the year ended 31
December 2006, during March 2006 1mtial Court approval was received to commence the process
under the Part VII scheme to transfer all

a) of the policies and associated assets and habilities 1n the long term fund of the Company nto
the long term fund of AXA Sun Life plc (“ASL”), and

b) all the assets and habilities 1n the shareholder fund of the Company into the ASL shareholder
fund

The purpose of the Scheme was to simplify the corporate structure of the AXA Sun Life Holdings plc
group and to enhance 1ts capital efficiency

Final Court approval of the Scheme was obtained in July 2006 The Scheme was implemented on 1
January 2007 and resulted 1n £14,513m of assets and £14,046m of habilites being transferred into
ASL The transfer resulted 1n a loss of £467m being recogrused in the cumrent peniod and the capatal
and reserves of the Company being reduced to £nil

Implementation of the Scheme resulted mn the cancellation of the existing intra-group reinsurance
contracts between ASL, Sun Life Assurance Society plc (“SLAS”) and the Company 1n respect of unit-
linked business

Future Outlook

Following the transfer of business the Company has ceased to transact insurance business No further
changes to activities are anticipated in the foreseeable future

DIVIDENDS

The directors do not recommend the payment of a dividend for the year ended 31 December 2007
(2006 £26m mnternm davidend, ni! final dividend)




SUN LIFE UNIT ASSURANCE LIMITED

DIRECTORS’ REPORT (CONTINUED)

DIRECTORS

The directors of the Company at the date of this report are shown on page 1

Mr I D L Richardson resigned as a director of the Company on 31 December 2007

Mr P L H Maso y Guell Rivet resigned as a director of the Company on 11 April 2008
Mr D E Hynam resigned as a director of the Company on 11 June 2008

Mr 1 Robinson was appointed as a director of the Company on 18 June 2008

Mr D R Cheeseman was appomnted as a director of the Company on 23 July 2008
EXERCISE OF DIRECTORS’ AXA SA OPTIONS

2 directors of the Company exercised share options duning the year (2006 2)

INDEMNIFICATION OF DIRECTORS

The Company 1s party to a group-wide indemmnity policy which benefits all of its current directors and
1s a Qualifying Third Party Indemnity Provision for the purpose of the Compames Act 1985

PAYMENT OF CREDITORS
All trade purchases are dealt with through AXA Sun Life Services plc (“ASLS”)

AUDIT DISCLOSURE
Each director mn office at the date of approval of this report confirms that:

a) so far as he 1s aware, there 1s no relevant audit information of which the Company’s auditors
are unaware, and

b) he has taken all the steps that he ought to have taken as a director in order to make himself
aware of any relevant audit information and to establish that the Company’s auditors are aware
of that information

STATEMENT OF DIRECTORS' RESPONSIBILITIES

The following statement 1s made with a view to distinguishing for shareholders the respective
responsibilities of the directors and of the auditors 1n relation to the financial statements

The responsibilities of the auditors are set out 1n the auditors’ report



SUN LIFE UNIT ASSURANCE LIMITED

DIRECTORS’ REPORT (CONTINUED)

STATEMENT OF DIRECTORS' RESPONSIBILITIES (CONTINUED)

The directors are responsible for prepanng the financial statements 1n accordance with applicable law
and United Kingdom Generally Accepted Accounting Practice

Company law requires the directors to prepare financial statements for each financial year which give a
true and fair view of the state of affairs of the Company and of the profit or loss of the Company for
that period In prepanng these financial statements, the directors are required to

s select surtable accounting policies and then apply them consistently, with the exception of
changes ansing on the adoption of new accounting standards 1n the year,
make judgements and estimates that are reasonable and prudent,

e state whether applicable accounting standards have been followed, subject to any matenal
departures disclosed and explained 1n the financial statements, and

e prepare the financial statements on the going concemn basis unless 1t 1s nappropnate to
presume that the Company will continue 1n business

The directors confirm they have complied with the above requirements in prepanng the financial
statements

The directors are responsible for keeping proper accounting records that disclose with reasonable
accuracy at any tume the financial position of the Company and enable them to ensure that the financial
statements comply with the Compamues Act 1985 They are also responsible for safeguarding the assets
of the Company and hence for taking reasonable steps for the prevention and detection of fraud and
other irregularities

By Order of the Board

ek

J. P. Small
Secretary

29 July 2008



SUN LIFE UNIT ASSURANCE LIMITED

AUDITORS' REPORT

INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF SUN LIFE UNIT
ASSURANCE LIMITED

We have audited the financial statements of Sun Life Umt Assurance Limited for the year ended
31 December 2007 which compnse the Profit and Loss Account, the Balance Sheet, the Reconciliation
of Movements 1n Shareholders’ Funds and the related notes These financial statements have been
prepared under the accounting policies set out theremn

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the financial statements 1n accordance with applicable law
and Unmited Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting
Practice) are set out 1n the Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements 1n accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland) This report, including the
opinion, has been prepared for and only for the Company’s members as a body in accordance with
Section 235 of the Companies Act 1985 and for no other purpose We do not, 1n giving this opinion,
accept or assume responsibility for any other purpose or to any other person to whom this report 1s
shown or 1nto whose hands 1t may come save where expressly agreed by our pnor consent m wnting

We report to you our opinion as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the Companies Act 1985 We also report to you whether 1n our
opinton the information given 1n the Directors' Report is consistent with the financial statements

In addition we report to you 1f, in our opmuon, the Company has not kept proper accounting records, 1f
we have not received all the information and explanations we require for our audit, or 1f information
specified by law regarding directors’ remuneration and other transactions 1s not disclosed

We read the Directors’ Report and consider the umplications for our report if we become aware of any
apparent misstatements withan at

Basis of audit opinion

We conducted our audit in accordance with Intemmational Standards on Auditing (UK and Ireland)
issued by the Auditing Practices Board An audit includes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the financial statements It also includes an assessment of
the sigmficant estimates and judgments made by the directors m the preparation of the financial
statements, and of whether the accounting policies are appropriate to the Company’s circumstances,
consistently apphed and adequately disclosed

We planned and performed our audit so as to obtain all the information and explanations which we
considered necessary 1n order to provide us with sufficient evidence to give reasonable assurance that
the financial statements are free from matenal misstatement, whether caused by fraud or other
uregulanty or error [n forming our opimon we also evaluated the overall adequacy of the presentation
of mformation 1n the financial statements



SUN LIFE UNIT ASSURANCE LIMITED

AUDITORS' REPORT (CONTINUED)

Opinion
In our opimion
e the financial statements give a true and farr view, n accordance with United Kingdom
Generally Accepted Accounting Practice, of the state of the Company’s affairs as at

31 December 2007 and of its loss for the year then ended,

¢ the financial statements have been properly prepared in accordance with the Companies Act
1985, and

¢ the information given n the Directors' Report 1s consistent with the financial statements

Pr1ewnlrhasdlatpe> LLs
PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
London

24 July 2008



SUN LIFE UNIT ASSURANCE LIMITED

PROFIT AND LOSS ACCOUNT
TECHNICAL ACCOUNT — LONG-TERM BUSINESS
FOR THE YEAR ENDED 31 DECEMBER 2007

Earned premiums, net of reinsurance
Gross premiums written
Outward remnsurance premiums
Investment income
Unrealised gains on investments
Other technical income, net of reinsurance
Claims incurred, net of reinsurance

Claims paid
Change 1n provision for outstanding claims

Change in other techmcal provisions, net of reinsurance

Long-term busimness provision
Technical provisions for linked habilities

Net operating expenses
Investment expenses and charges
Other technical charges

Tax attributable to the long-term business

Balance on the long-term business technical account

Balance on the long-term business technical account
before exceptional items
Exceptional item

Balance on the long-term business technical account
including exceptional items

All of the above amounts are 1n respect of discontinued operations

Note

11

10

11

2007

2006

£m £fm

0.2

133

13,942.7

13,956.0

(374.3)

(13,581.9)

The information on pages 12 to 38 forms an 1ntegral part of these financial statements

7

£m £m

1,5375

07)

1,536.8
938 4

351.2

58

2,832 2

(1,029 7)
03
(1,029.4)

84 4

(1,615 0)

(1,530 6)
(84 1)

(25 3)

(38 9)

123 9

58.2

635.7

1239



SUN LIFE UNIT ASSURANCE LIMITED

PROFIT AND LOSS ACCOUNT
NON-TECHNICAL ACCOUNT

FOR THE YEAR ENDED 31 DECEMBER 2007

Balance on the long-term business technical account

Tax credit attributable to the balance on the long-term business
technical account

Shareholders' pre-tax profit from long-term business
Investment income

Investment expenses and charges

Unrealised losses on investments

Other charges

Exceptional item

(Loss) / Profit on ordinary activities before tax

Tax on profit on ordinary activities

(Loss) / Profit on ordinary activities after tax

All of the above amounts are in respect of discontinued operations

Note

16

11

10

2007

2006

£m

£m
1239

373

(467.1)

1612
34
(05)
(04)

©02)

(467.1)

163 5

(38 0)

(467.1)

1255

There were no gains or losses recognised during the year other than the loss for the financial year

shown above

The information on pages 12 to 38 forms an integral part of these financial statements



SUN LIFE UNIT ASSURANCE LIMITED

RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS

FOR THE YEAR ENDED 31 DECEMBER 2007

Profit/ (loss) for the financial year

Dividends Paxd

Net addition/ (reduction) to shareholders’ funds
Shareholders' funds at 1 January

Shareholders' funds at 31 December

The information on pages 12 to 38 forms an integral part of these financial statements

Note 2007 2006
£m £m

17 (467.1) 1255
- (26 0)

(467.1) 99 5

467.1 3676

- 467 1




SUN LIFE UNIT ASSURANCE LIMITED

BALANCE SHEET AS AT 31 DECEMBER 2007

Assets

Investments

Investments in group undertakings
QOther financial ivestments

Assets held to cover linked liabilities

Debtors
Other debtors

Other assets
Cash at bank and 1n hand

Prepayments and accrued income
Accrued nterest and rent

Deferred acquisition costs

Other prepayments and accrued income

Total assets

The information on pages 12 to 38 forms an 1integral part of these financial statements

10

Note

12
13

14

15

2007 2006
£fm £m £m £m
- 280
- 1279
- 1559
- 13,942 7
- 312
- 312
- 22
- 05
- 374 3
- 06
- 3754
- 14,513 4




SUN LIFE UNIT ASSURANCE LIMITED

BALANCE SHEET AS AT 31 DECEMBER 2007 (CONTINUED)

Liabilities
Capital and reserves

Called up share capital
Profit and loss account
Shareholders' funds

Technical provisions

Long-term business provision
Claims outstanding

Technical provision for linked liabilities

Provisions for other risks and charges
Creditors
Creditors ansing out of direct insurance operations

Amount owed to credit institutions
Other creditors including taxation

Accruals and deferred income

Total liabilities

Note

16
17

19

20

21

2007 2006
£m £m £m £m
3.0 30
(3.0) 464.1
- 467 1
- 133
- 02
- 13.5
- 13,942 7
- 392
- 62
- 139
- 286
- 48 7
- 2.2
- 14,513 4

The financial statements were approved by the Board of Directors on 29 July 2008 and signed on its

behalf by

. J. Evans
1rector

The information on pages 12 to 38 forms an integral part of these financial staternents

11



SUN LIFE UNIT ASSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS

STATEMENT OF ACCOUNTING POLICIES

The principal accounting policies are set out below
Basis of presentation

The financial statements have been prepared in accordance with the provisions of Section 255
of, and Schedule 9A to, the Companies Act 1985 which cover the special disclosures applicable
to 1nsurance companies

The financial statements have also been prepared 1n accordance with apphcable UK accounting
standards and with the Association of Bntish Insurers’ Statement of Recommended Practice on
Accounting for Insurance Business ("ABI SORP") dated December 2005 and revised n
December 2006

Compliance with Statement of Accounting Practice (“SSAP”) 19 (Accounting for Investment
Properties) requires departure from the requirements of the Compames Act 1985 relating to
depreciation and an explanation of the departure 1s provided 1n the accounting policy note
relating to 1investments below

Under Financial Reporting Standard (FRS) 1 (Cashflow Statements), the Company 15 exempt
from the requirement to prepare a cash flow statement on the grounds that 1t 15 a subsidiary
undertaking of a parent undertaking which produces a consolidated cash flow statement The
cashflow of the Company 1s consolidated in the AXA group financial statements, which can be
obtained from 23 avenue Matignon, 75008 Pans, France

Changes in accounting policy

FRS 29 (Fmancial Instruments Disclosure) 1s applicable for financial years ending after 1
January 2007 for companies applying FRS 26 (Financial Instruments Measurement) Whalst
FRS 26 1s adopted n these financial statements, the Company 1s exempt from the requirement
to adopt FRS 29 This 1s on the grounds that following de-authonsation on 31 December 2007
the Company 1s allowed to take advantage of a subsidiary exemption as the ultimate parent
company, AXA SA produces publicly available consolidated disclosures fulfilling the
requirements

An Amendment to FRS 26 (Fmnancial instruments Measurement) on recogmtion and
derecogmtion 1s also applicable for the 2007 year end, but adoption has no impact on the
financial statements

Contract classification

FRS 26 requires contracts 1ssued by an insurer to be classified as insurance, investment with
discretionary participation features (DPF) or mvestment Contracts classified as investment fall
within the scope of FRS 26 whilst those classified as nsurance or investment with DPF

continue to fall withun the scope of the ABI SORP

The Company 1ssued contracts that transferred 1nsurance risk or financial nsk or both The
Company 1ssued no investment contracts with DPF

12




SUN LIFE UNIT ASSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

1.

STATEMENT OF ACCOUNTING POLICIES (CONTINUED)

Insurance contracts are those contracts that transfer significant insurance nsk and may also
transfer financial nsk As a general guideline, the Company defined sigmificant insurance risk
as the possibility of having to pay benefits on the occurrence of the msured event that are at
least 10% more than the benefits payable 1if the insured event did not occur. A contract that 1s
classified as an insurance contract continues to be treated as such until all nghts and obligations
under the contract expire

Investment contracts are those contracts that transfer financial nsk but do not transfer
significant insurance nsk Umt-linked contracts where the lLability under the contract 1s
dependent on the value of the underlying financial assets, derivatives or mvestment property are
classified as investment contracts unless the contracts also contamn features that transfer
significant insurance risk

Where business 1s wrtten via contracts with the legal form of reinsurance, the contract is
assessed to determine whether 1t transfers significant nsk For this assessment a significant
transfer of persistency expense nisk can give nse to significant insurance nsk.

Insurance contracts

Premium mncome and commussion

Premiums, reinsurance premiums and commission were accounted for when due.

Claims

Claims were accounted for when the policy ceased to hold units in the fund Remsurance
recoveries on claims were accounted for when the related claims become due

Acquusition costs and their deferral

The costs of acquinng new business written which were expected to be recoverable from future
revenue margins were deferred and recognised 1n the balance sheet as deferred acquisition
costs

The deferred acquisition cost asset was amortised over the peniod 1n which the costs, net of the
related deferred tax provision, were expected to be recoverable out of margins ansing from the
related policies The rate of amortisation was consistent with the pattemn of emergence of such
margins

13




SUN LIFE UNIT ASSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

STATEMENT OF ACCOUNTING POLICIES (CONTINUED)

Long-term reinsurance contracts

The Company had remnsured certain business wntten by SLAS and ASL, fellow subsidianes
within the group, to transfer part or all of one or more of the following risks mortality,
morbidity, investment, persistency and expenses Such contracts were accounted for as
insurance contracts provided the nisk transfer was significant Contracts with the legal structure
of reinsurance contracts, which did not transfer significant insurance nisk, were accounted for 1n
accordance with their substance as financial instruments falling under FRS 26. All remsurance
agreements were terminated on mmplementation of the Part VII scheme, as descnibed 1n the
Directors’ Report

Unit-linked investment contracts

Amounts received 1n respect of unit-linked mvestment contracts were accounted for using
deposit accounting, under which amounts collected were credited directly to the balance sheet,
as an adjustment to the hiability to the policyholder Financial habilities in respect of unit-linked
investment contracts were cammed in the balance sheet as ‘Technical provisions for linked
habilities’ (see separate accounting policy note)

Fees recervable (included in other technical income) were recogmsed n the profit and loss
account in the year they were assessed unless they related to services to be provided 1n future
years, 1n which case they were deferred and recognised as the service was provided

Incremental costs that were directly attnibutable to secuning umit-linked investment contracts,
and were expected to be recoverable, were deferred and recognised in the balance sheet as
deferred acquisition costs The asset was amortised as the related fees for investment
management services were recogmsed

Investment return

Investment income and expenses included dividends, nterest, rents, gamns and losses on the
realisation of investments, and related expenses Dividends were recogmised on the date on
which shares were quoted ex-dividend Income from government and other fixed income
securities, loans and deposits was recogmised on an accruals basis Shareholder investment
income and expenses were recognised in the non-technical account Investment income and
expenses of the long-term msurance business fund were recognised 1n the techmcal account

Unrealised gains and losses on investments represented the difference between the valuation of
the mvestments (including land and buildings) at the balance sheet date and the most recent
valuation This 1s erther at the last balance sheet date or onginal cost 1f purchased during the
year The unrealised gans and losses attributed to long-term business or held to cover linked
liabilities were included 1n the long-term business techmical account Other unrealised gains and
losses were included 1n the non-techmcal account

14



SUN LIFE UNIT ASSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

STATEMENT OF ACCOUNTING POLICIES (CONTINUED)

Expenses incurred and interest payable i the management of investments were accounted for
on an accruals basis

Realised gains and losses were calculated as sale proceeds less purchase cost
Regular way purchases and sales of financial assets were accounted for at trade date
Investments

Land and buldings

Land and bwildings were stated at open market value as determined annually by qualified
surveyors C B Richard Ellis, or Jones Lang La Salle Ltd, firms of independent Chartered
Surveyors

Under the Compames Act 1985, land and buildings are required to be depreciated over their
expected useful economic lives In respect of investment properties this requirement conflicts
with the requirement of SSAP 19 that no depreciation should be provided 1n respect of such
investments The directors considered that to depreciate investment properties would not give a
true and fair view and accordingly the provisions of SSAP 19 were adopted It was considered
that 1f depreciation was charged it would not be significant on the basis of expected future
residual values

Investments in group undertakings and participating interests

Loans 1ssued to group undertakings were mitially stated at fair value plus directly attnbutable
transaction costs and were then subsequently valued at amortised cost using the effective
mterest method The effective interest rate was determimed by 1dentifying the yield on financial
wmstruments with stmular terms and conditions to the loans bemng valued

Other financial investments / Assets held to cover hinked liabtines

The Company classified all its shares, other vanable yield securities, units 1n umt trusts, debt
securities and other fixed interest secunties at farr value through profit and loss The
classification of investments was determined at initial recogmtion

Financial assets were recogmised when the Company became a party to the contractual
provision of the mstruments For equities and debt secunities, that was taken to be the trade
date Fmancial assets were derecogmsed when the Company’s contractual nights to the
cashflows of the financial assets expired provided that substantially all nsks and rewards had
been transferred For equities and debt securities, the de-recognition date was taken to be the
trade date of the sale transaction

15




SUN LIFE UNIT ASSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

STATEMENT OF ACCOUNTING POLICIES (CONTINUED)

Investments 1n the long term fund were recorded at far vatue through profit and loss This
policy was appropriate because, within the profit and loss account, 1t resulted 1n the matching of
movements in the policyholder habilities in the long-term business fund with the movements in
the financial assets backing these labiliies Investments i the shareholders’ fund were
recorded at fair value through profit and loss because the assets were managed and their
performance evaluated on a fair value basis Information about those financial assets was
provided internally on a fair value basis to the AXA UK Group’s key management personnel

The fair values of histed investments were based on current bid prices at the balance sheet date
The only investments considered to be unlisted were mvestments in property limited
partnerships by the long term fund The fair value of those assets was taken as the Company’s
appropnate share of the net asset value of the partnerships The net asset value was based on the
latest external market valuations of the underlying property investments, which were updated at
least every six months The valuation would be adjusted 1n the event of a‘significant market
movement in the period between the last market valuation and the reporting date The valuation
technique was not supported by observable market values.

Loans, receivables, deposits with credit istitutions, certificates of deposits are non-denvative
financial assets with fixed or determinate payments that are not quoted mn an active market
Those mstruments were classified upon mitial recogmtion as fair value through profit and loss
That policy was appropriate because, within the profit and loss account, it resulted n the
matching of movements in the policyholder habilities in the long-term busmess fund with the
movements in the financial assets backing these liabilities Where the assets were in the
shareholders’ fund the policy was appropnate because the assets were managed on a fair value
basis

Impairment of assets

At each balance sheet date, the Company assessed whether there was objective evidence that a
financial asset was mmpaired A financial asset was mmpaired and imparment losses were
incurred only 1f there was objective evidence of impairment as a result of one or more events
that had occurred after the imtial recognition of the asset which had an impact on the estimated
future cash flows of the financial assets

Derivative financial instruments

Denvative financial mstruments included futures, forward exchange contracts, and over the
counter denvatives They were classified as held for trading Denvatives were itially
recogmised at fair value on the date on which a denvative contract was entered into and were
subsequently re-measured at their fair value Fair values were obtamed from quoted market
prices tn active markets and valuation techniques including option pricing models which had
certain mputs not based on observable market prices

16




SUN LIFE UNIT ASSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

STATEMENT OF ACCOUNTING POLICIES (CONTINUED)

Changes 1n the fair value of denvative instruments were recognised immediately in net fair
value gamns in the profit and loss account for the period No adjustment was made to the
classification of existing mvestments to reflect the effect of the future settlement of these
transactions Unrealised gamns and losses on derivatives and financial instruments attributable to
the long-term funds were included 1n the long-term business technica! account.

Long-term business provision

The long-term business provision i 2006 was computed by a Fellow of the Institute of
Actuanes, on the basis of recognised actuanal methods with due regard to the actuanal
principles set out in Council Directive 2002/83/EC  Following the transfer of business, no long-
term busmess provision was required in 2007

The prnincipal assumptions underlymg the calculation of the long-term business provision are
set out m note 18

Technical provision for linked liabilities

Liabilities under unit-linked contracts were recognised as and when the units were created and
were dependent on the value of the underlying financial assets, denvatives or investment

property

Unit-hnked contracts which transferred significant insurance nsk were classified as insurance
contracts and were carried 1n the balance sheet at an amount determined by the valuation of the
related umts on the valuation date which was determined from the value of assets held to
provide linked benefits to policyholders

Unit-linked contracts classified as investment contracts were carmed in the balance sheet at
amortised cost The amortised cost of these financial habilities was equivalent to the amount
payable on demand The Company considered this basis to be equivalent in all matenal respects
to the valuation of contracts which transfer significant insurance nsk and to the fair value of the
habilities

Other financial liabilities

Other financial habilities were held at fair value on 1mitial recognition and then subsequently
valued at amortised cost using the effective interest rate, with movements included 1n the profit
and loss account

Financial habilities were recogmsed when the Company became a party to the contractual

provision of the instruments. Financial lhiabilities were derecognised when the obligation
specified n the instrument was discharged, cancelled or expired

17




SUN LIFE UNIT ASSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

STATEMENT OF ACCOUNTING POLICIES (CONTINUED)
Offsetting financial instruments

Financial assets and liabilities were only offset when a legally enforceable right to offset existed
and when there was either an intention to settle on a net basis or 1t was ntended to realise the
asset and settle the liability simultaneously

Foreign currencies

Monetary assets and liabilities denominated 1n foreign currencies were translated into sterling at
rates of exchange ruling at the end of the financial year All other foreign currency transactions
were recorded at the actual rate of exchange prevailing on the date of the transaction and any
exchange differences were dealt with 1n the part of the profit and loss account in which the
underlying transaction was reported

Taxation

The charge for taxation was based on the profit for the year and took into account taxation
deferred because of tiring differences between the treatment of certain 1tems for taxation and
accounting purposes Provision was made for deferred tax habilities, using the incremental
liability method, on matenal uming differences, including revaluation gains and losses on
investments recognised 1n the profit and loss account Deferred tax assets were recogmsed to
the extent that they were regarded as recoverable Deferred tax was calculated using rates
substantively enacted at the balance sheet date Deferred tax balances were not discounted

The balance transferred from the long-term business technical account to the non-technical
account was grossed up at the effective shareholders’ corporation tax rate applicabie.

MANAGEMENT OF FINANCIAL RISK

The Company 1s part of the AXA UK Group which has established a group wide nisk
management framework and associated set of policies These are designed to ensure that risks
are adequately controlled and monitored through Risk Commuttees advising the Group Chief
Executive and individual business umit Chief Executives A dedicated Financial Rusk
Management function supports the ndividual business units by ensunng that a full
understanding and control of financial risks 1s incorporated into management decision making
and procedures

Group-wide policies are 1n place n relation to specific risk areas Where UK-wide policies are
not appropnate, due to the diverse nature of the nsk individual business umts are exposed to,
policies have been established at a local business unit level For example, there are separate
policies 1n respect of msurance nsk and non-investment related credit risk within the varnous
business umts of the AXA UK Group

18




SUN LIFE UNIT ASSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

MANAGEMENT OF FINANCIAL RISK (CONTINUED)
In 2006, the Company was exposed to financial nsk through the inherent uncertainty in
undertaking insurance business affecting 1ts financial assets and habilittes The most important

components of this nsk were market, credit, liquidity and cash flow risks

Following the transfer of business and related investments under the Part VII scheme discussed
1n the Directors’ Report, all financial nsks have been transferred from the Company into ASL

Hedge Accounting
There are no current or forecasted transactions for which hedge accounting 1s used
The main types of financial assets held by the Company at 31 December 2006 were equities and

debt secunities as set out below As at 31 December 2007, no equities or debt securities were
held by the Company

2006

Equities £m
Other financial mvestments — Note 13 131
Linked assets 7,151 8
7,164 9

2006

Debt securities £m
Other financial investments — Note 13 383
Linked assets 4351 4
4,389.7

Market rate risk

Market risk can be defined as the nisk that movements in market factors namely equity, bond,
property and commodity prices, interest rates and foreign exchange rates impact adversely the
value of, or income from, shareholder and policyholder funds

For an mnsurance company market nsk appetite 1s required to reflect the aim of retaimng
prudent margins to avoid insolvency Other factors which are relevant to market nsk strategies
are meeting the regulatory duty to Treat Customers Faurly and the desire to optimise investment
performance

19




SUN LIFE UNIT ASSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

MANAGEMENT OF FINANCIAL RISK (CONTINUED)
Policyholder funds

Prior to the transfer of business, the Company only underwrote unit-linked life contracts where
the policyholder lhiabilities were directly linked to the market value of assets within the
mvestment funds As such, there was no direct market risk to the shareholder 1n respect of price
fluctuations on these assets There was a secondary shareholder exposure to market risk arising
from the fact that management fees due were related to the market value of assets in the
policyholder funds Policyholder assets were invested according to the investment guidelines of
the specific umt-linked fund to which they related

Shareholder funds

In 2007, all shareholder assets were transferred to ASL under the Part VII transfer Pnor to this
the Company held shareholder assets backing retained profits and shareholder capital and
working capital items such as outstanding claams The majonty of these assets were held as
cash, short term deposits with no price risk and holdings 1n fixed interest securities designed to
generate a return over that available on cash deposits at low levels of market nsk

2006
Debt securities by interest rate 0% to 4% >4% Total
Debt secunties £m 261413 1,775 4 4,389 7
Interest rate - Average 1 0% 51% 27%

The fair value of debt secunties was exposed to future interest rate fluctuations As the majonity
of debt secunties were backing unit-linked habilities, changes in their value were offset by
changes m the linked habilities

Included 1in debt secunties in 2006 was £2,855 9m 1n respect of index linked bonds and
£383 4m 1 respect of vanable rate debentures For index linked bonds, future coupon
cashflows were adjusted for changes in inflation rates to provide protection against erosion of
the value of the bond The coupon on variable rate debentures vares according to underlying
interest rates

Debt secunties, index linked bonds and intercompany loans with fixed interest rate were
exposed to fair value interest rate nsk but not cashflow interest rate risk

Debt securities and intercompany loans with vanable interest rates were exposed to cashflow
interest rate risk but not fair value interest rate nsk

All other financial instruments were not directly exposed to interest rate nsk
The average effective interest rate in 2006 for deposits with credit institutions was 5 0%

The average effective interest rate in 2006 for intercompany loans approximated to LIBOR
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2. MANAGEMENT OF FINANCIAL RISK (CONTINUED)

2006
Equity analysis by industry’ fm %
Financial institutions 1,991 9 27.8
Consumers 1,1750 16.4
Energy 127 0.2
Commumcations 3802 5.3
Industnal 654 2 9.1
Utihities 1,340 3 18.7
Basic material 207 4 2.9
Technology 419 0.6
OEICS, unit trusts 1,3527 18.9
Others 86 0.1
Taotal 7,164 9 100.0

2006
Debt securities analysis by industry” £m %Yo
Government stock 34739 791
Financial institutions 7376 16.8
Others 178 2 4.1
Total 43897 1000

Currency risk

Prior to the transfer, the Company was exposed to currency nisk i respect of portfolios
denominated in other currencies Mitigation of this risk was achieved by matching the
habilities with assets in the same currency

2006
Currency analysis equity” £m %
EUR 124 0 17
GBP 68175 95 2
UsD 86 8 12
Others 136 6 19
Total 7,164 9 1000
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MANAGEMENT OF FINANCIAL RISK (CONTINUED)

2006
Currency analysis of debt securities” £fm %
EUR 237 0.6
GBP 4,2450 96 7
USD 679 1.5
Others 531 12
Total 4,389 7 100 0

*No analysis 1s provided for 2007 as no equity or debt secunities were held by the Company

Liquidity and cash flow risk

Liqudity or cash flow nsk 1s defined as the nsk that the Company, wrrespective of solvency and
profitability, may not have sufficient available cash (or near cash assets or funding facthities) to
enable the Company to meet policyholder, Government, reguiatory or operational obligations as
they fall due

This nisk could anse as a result of 1lliquid asset holdings, inappropnate asset/ iability matching,
or maccurate assessments of potential operating hquidity requirements resulting 1n nsufficient
short-term {including intra-day) and longer term hquidity

Following the transfer of business and the deregulation of the Company, all cash or cash
equivalents were transferred to ASL

In 2006, liquidity nisk 1n the Company was controlled via the requirements of AXA UK that
business units carry out annual liquidity reviews including stress testing to ensure that sufficient
liquidity existed in the business These reviews mcorporated the results of reviews by the
investment managers nto the liquidity of the investment portfolios In addition the UK Group
policy required companies to ensure daily cash management procedures were efficient, well
documented and controlled and that robust working capital management procedures existed
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2.

MANAGEMENT OF FINANCIAL RISK (CONTINUED)

Maturity analysis Less than 1-5 Over 5

1 year years years Other Total
2006 £m £m £m £m £m
Financial assets
Equities - - - 7,164 9 7,164 9
Debt secunties 60 693 2 3,690.5 - 4,389 7
Deposits with credit 1,357 1 - - - 1,357 1
mstitutions
Receivables 106 3 - - - 106 3
Investments 1n group - - 280 - 280
undertakings
Cash 534 - - - 534
Dernvatives 84 28 - - 112
Total 1,5312 696 0 3,718 5 7,164 9 13,1106
Maturity analysis Less than 1-5 Over $

1 year years years Other Total
2006 £m £m £m £m £m
Financial liabilities
Investment contract 122 504 146 6 1,184 1 1,393 3
liabilities
Creditors 175 - - - 175
Total 297 504 146 6 1,184 1 1,410 8

Contracts with no matunty date were investment bonds and whole life policies Contracts with
a maturity date were endowment contracts

There was no difference between maturity dates and time at which interest rates cease to be
fixed

Credit risk

Credit risk can be defined as the nsk of capital or income loss resulting from counterparty
default or 1ssuer credit downgrades Credit nisk can anse from investment related assets or from
non-investment related assets A UK group-wide policy exists for the control of mvestment
related credit nsk whilst a business unit level policy exists for non-investment related 1tems

Following the transfer of business, the Company 1s not exposed to credit nsk at 31 December
2007

Prior to 2007, for investment related 1tems, credit nsk was actively accepted 1n anticipation of
the potential returns to be made on the investments The level of credit nsk to which the
portfolios were exposed was controlled via the application of concentration limits to limit
exposure to any one counterparty and 1n the case of fixed income and cash instruments to limit
total exposure to 1ssuers with lower credit ratings
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MANAGEMENT OF FINANCIAL RISK (CONTINUED)

Non-investment 1tems which generate credit nsk generally arose as a by product of the
Company’s nsurance operattons Items covered by the non-investment credit nsk policy
included balances with external reinsurers, loans and advances to intermediaries, commission
debts, policyholder premium debts, policyholder loans and other operational debts For the
Company, exposure to non-investment credit nsk was restricted to that ansing from premium
debt which was controlled by active momtoning of the levels of debt.

Credit profile of debt securities’

2006
Ratings fm %
AAA 3,5280 804
AA 1132 26
A 460 2 105
BBB 2868 65
Not rated 15 00
Total 43897 1000

The total amount exposed to credit risk which included debt secunties, deposits with credit
mstitutions, recetvables and cash was £5,906 6m 1n 2006

The Company held no financial assets pledged as collateral to 1t by third parties and pledged
none of 1ts own assets as collateral to third parties

*No analysis 1s provided for 2007 as no debt secunities were held by the Company

SEGMENTAL ANALYSIS

In the opion of the directors, the Company operated 1n one business segment, being that of
long-term 1nsurance business principally in the United Kingdom

i) Gross premiums written

2007 2006

fm £m

Regular premiums - 335
Single premiums - 1,434 0
- 1,537 5

UK bustness - 1,537 3
Overseas business - 02
- 1,537 5

All premums were from remnsured umt-linked life policies for individual lives
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3. SEGMENTAL ANALYSIS (CONTINUED)

ii) Gross new business premiums

Gross new business premiums

Regular preminms Single premiums
2007 2006 2007 2006
£m £m £m £m

- 89 - 1,484 0

Gross new business premiums were 1n respect of reinsurance inwards treaties which transfer

sigmficant risk

In classifying new business premiums the following bases of recognition were adopted

Recurrent single premium contracts were mcluded as new business single premiums

Regular premiums received other than annually were reported on an annualised basis
Premiums received 1n respect of contracts which do not transfer significant nsk were deposit
accounted and therefore not included 1n the analysis

Following the transfer of business under the Part VII scheme on the 1 January 2007, no new
business has been wntten into the Company

4. INVESTMENT INCOME

Income from group undertakings
Income from land and buildings
Income from other investments

Gains on the realisation of investments

5. NET OPERATING EXPENSES

Acquisition costs
Change 1n deferred acquisition costs
Administrative expenses

Technical Account Non-technical Account

2007 2006 2007 2006
£m £m £m £fm
- - - 13

- 48 5 - -

- 4853 - 21

- 404 6 - -

- 938 4 - 34

Technical Account

2007 2006
£m £m
- 1255
374.3 (74.6)
- 332
374.3 841
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6. INVESTMENT EXPENSES AND CHARGES INCLUDING INTEREST

Technical Account Non-technical
Account
2007 2006 2007 2006
£m £m £m £m
Investment Management expenses - 180 - -
Other Interest - 13 - -
Losses on the realisation of investments - - - 0S5
Transaction costs on mvestment purchases - 60 - -
- 253 - 05
7. AUDITORS’ REMUNERATION

2007 2006
£m £m

Audit services
Fees payable to Company’s auditor - 01

Non-audit services
Other services pursuant to legislation Attestation under the - 0.1
Sarbanes-Oxley Act

8. PROFIT ON ORDINARY ACTIVITIES BEFORE TAX

2007 2006
£m £m

Profit on ordinary activities before tax 15 stated after charging
Auditors' remuneration — Audit services - 01
Net commussions payable 1n respect of reinsured business - 915

The fees 1n respect of Sarbanes-Oxley attestation are deemed to relate to the Company but have
been borne by AXA UK plc

9. REMUNERATION OF DIRECTORS AND EMPLOYEES

The directors are employed and paid by companies in the AXA group and their directorships are
held as part of that employment No director has received any emoluments or other benefits from
the Company or from any other company in the AXA group in respect of services to the
Company

Mr P J Evans, Mr P L. H Maso y Guell Rivet, Mr F de Menéval, Mr N J-M D Moreau
and Mr I D Richardson were also directors of the intermediate parent company, AXA UK plc,
during the year and their emoluments, which relate to their services to the AXA group as a
whole, are disclosed 1n the financial statements of that company
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9. REMUNERATION OF DIRECTORS AND EMPLOYEES (CONTINUED)

Mr D E Hynam, and Mr A J Purvis were also directors of AXA Sun Life Holdings plc during
the year and their emoluments, which relate to their services to the AXA group as a whole, are
disclosed 1n the financial statements of that company

The costs of staff are bome by AXA Sun Life Services plc (“ASLS”) ASLS levies management
fees on the Company based upon standard rates and volumes of business processed It 1s not
therefore possible to identify separately the amounts of staff costs within the management fees
Staff costs are disclosed in the accounts of ASLS

10.TAXATION
Technical Account Non-technical Account
2007 2006 2007 2006
£m £m £fm £m
UK corporation tax:
UK corporation tax - 350 - 07
Adjustments n respect of prior periods - (119) - -
Double taxatton rehef - (10) - -
Total UK corporation tax - 221 - 07
Overseas tax - 10 - -
Tax credit attributable to the balance - - - 373
on the long-term business technical
account
Total current tax - 23 1 - 380
Deferred tax:
Net deferred acquisition costs - 98 - -
Adjustments 1n respect of prior peniods - 60 - -
Total deferred tax - 158 -
Tax on profit on ordinary activities - 389 - 380

UK corporation tax shown under the technical account 1s charged on the basis applicable to life
assurance companies Corporation tax has been charged at a rate of 30% (2006. 30%) on
shareholders' profits and at a rate of 20% (2006 20%) on policyholders' ncome UK corporation
tax shown under the non-techmical account 1s charged at a rate of 30% (2006 30%).
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10.TAXATION (CONTINUED)

Factors affecting the tax charge
The tax assessed for the year 1s lower than the standard rate of corporation tax in the UK {30%)
The differences are explained below.

Non-technical account 2007 2006
£m £m

(Loss) / Profit on ordinary activities before tax (467.1) 163 5

Profit on ordinary activities multiplied by standard rate of corporation 140.1 491

tax 1n the UK of 30% (2006 30%)

Dufference between effective rate of 23 1% (2006 23 1%) and - (a1n

standard rate (30%) on balance on long-term business account

Exceptional 1tem not subject to tax (140.1)

Current tax charge for the period - 380

11. EXCEPTIONAL ITEM

In 2007 an exceptional loss of £467 lm was made in the non technical account This was in
respect of the transfer of shareholder net assets under the Part VII scheme, as described n the
Directors’ Report

The transfer of insurance business under the Scheme resulted in the following movements 1n the
technical account 1in 2007

2007
£m
Claims incurred, net of reinsurance

Change 1n provision for outstanding claims 0.2

Change in other technical provisions, net of reinsurance
Long-term business provision 13.3
Technical provision for linked liabilities 13,942.7
Net operating expenses (374.3)
Other technical charges (13,581.9)

Other technical charges represent the write down of assets passed to ASL as compensation for
the Liabilities transferred

Duning 2006 non-recurring technical proviston releases were made totalling £65 7m
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12. INVESTMENTS IN GROUP UNDERTAKINGS

Carrying Value Purchase Price

2007 2006 2007 2006

£m £m £m £m

Loans - 280 - 280
- 28.0 - 28.0

On 1 January 2007 all investments in group undertakings were transferred to ASL, a fellow
subsidiary under the provisions of the Part VII scheme

13. OTHER FINANCIAL INVESTMENTS

Carrying Value Purchase Price

2007 2006 2007 2006

£m £m £m £m

Listed shares and other vanable yield securities - 131 - 90
and units 1n listed unat trusts

Debt securities and other fixed income securities - 383 - 395

Deposits with credit institutions - 765 - 76 5

- 1279 - 1250

On 1 January 2007 all financial investments were transferred to ASL, a fellow subsidiary under
the provisions of the Part VII scheme

14. ASSETS HELD TO COVER LINKED LIABILITIES

Carrying Value Purchase Price

2007 2006 2007 2006

£fm £m £m £m

Assets held to cover linked habilities - 13,9427 - 92970

On 1 January 2007 all assets held to cover linked hiabilines were transferred to ASL, a fellow
subsidiary under the provisions of the Part VII scheme

15. OTHER DEBTORS

2007 2006

£m £fm

Amounts owed by group undertakings - 298
Other debtors - 1.4
- 31.2

On 1 January 2007 all other debtors were transferred to ASL, a fellow subsidiary under the

provision of the Part VII scheme
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16. CALLED UP SHARE CAPITAL

17.

18.

2007 2006
Authorised Paid-up Authorised Paid-up
£m £m £m £m
Authorised:
3,000,000 ordinary shares of £1 each 3.0 30
Issued:
3,000,000 ordinary shares of £1 each, 3.0 30
fully paid
PROFIT AND LOSS ACCOUNT
2007 2006
£m £m
As at 1 January 464.1 364 6
Dhividends paid - {26 0)
Retained profit/(loss) for the financial year (467.1) 1255
At 31 December 3.0) 464 1

On 1 January 2007 all shareholder fund net assets were transferred to ASL, a fellow subsidiary
under the provisions of the Part VII scheme Following the transfer, no distributable profits
remain 1n the company At 31 December 2006, £335 5m of the profit and loss account was not
distnbutable

TECHNICAL PROVISIONS
Capital management policies
Prior to 2007, the Company s objectives 1n managing its capital were

to support the wniting of new business

to ensure that payments due to policyholders were met

to satisfy the capital requirements of the regulators

to assist in the efficient use of available capital in the AXA Group

Restrictions on available capital resources

Surplus in the Long-Term Fund could generally be distmbuted to shareholders subject to
meeting regulatory requirements and other capital management objectives of the Company

No transfers from the Long-Term Fund could take place without an up to date actuanal
valuation
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18. TECHNICAL PROVISIONS (CONTINUED)

The capital held within the shareholders’ fund was generally avalable to meet any
requirements, including distnbution to shareholders, provided that regulatory requirements and
other capital management objectives of the Company remained satisfied

Intra-group capital arrangements

Intra-group caprtal arrangements were used to assist in the efficient use of available capital
across the AXA Group In 2006 the Company had made a loan of £25m from its shareholder
fund to ASLH This was transferred to ASL under the provisions of the Part VII scheme

Technical provisions

The Company wrote unit-linked life business The technical provision for linked liabilities was
determined 1n accordance with the policy detailed 1n note 1 (Statement of Accounting policies)

Additional technical provisions ansing from insurance linked contracts were held within the
long-term business provision, and included an allowance for any excess of future costs over
policy charges A discounted cash-flow valuation method was adopted to determine these
additional provisions for all major classes of business The main assumptions related to the
discount rate, future expenses and future unit price growth, and future mortality expenience
Further provisions such as those 1n respect of equalisation of tax between funds and mis-selling
costs were also held

In September 2006 the FSA 1ssued Consultation Paper 06/16 that contamed proposals for the
relaxation of the valuation rules for non-profit business These rule changes were confirmed 1n
the Policy Statement 06/14 1ssued in December 2006 For practical reasons these were not
implemented in the 31 December 2006 valuation, and thus no allowance was made 1n the
valuation of non-profit or unit-linked business for

+ lapse assumptions,

*  pegative reserves, or

*  non-attnibutable expenses

Main assumptions
Economic

The following mamn economic assumptions were made

2006

% p.a.
Inflation rate 4.25
Discount rate 2.50
Umnit growth rate 4.60
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18. TECHNICAL PROVISIONS (CONTINUED)

The assumed 1nflation rate was determmed by considenng rates denived from market prices of
index-linked secunties, with the addition of a prudent margin and an allowance for the excess
of future expense mflation over price inflation The discount rate was determuned having regard
to the wields of assets backing the Liabilities, subject to deductions for a prudent margin and to
allow for tax The umt growth rate was set by considering the inflation rate and adding a
prudent estimate of the long-term excess of unit growth rates over inflation rates and deducting
an allowance for tax The unit growth assumption was before deduction of fund management
charges

Mortality

Mortality assumptions were based on published tables suitably adjusted to reflect actual
expertence Expenence was monitored annually for the major products Mortality assumptions
include margins for prudence

Expenses

The provision for future expenses in determining the habilities for all types of business covered
servicing fees payable by the Company to ASLS under the Management Services Agreement,
fees paid to investment managers and further amounts 1 respect of other expenses Fees paid to
investment managers were assumed to be 0 16% p a of funds in 2006 Expenses were applied
for each policy individually No amounts have been paid by the Company 1n 2007, as all funds
have been transferred to ASL, a fellow subsidiary under the provisions of the Part VII scheme
Persistency

No allowance was made for voluntary discontinuance

Premiums

It was assumed that policyholders would continue to pay premiums in line with their policy
conditions However, 1f for a particular class of business the assumption that the contract 1s
made paid-up on the valuation date gives higher reserves, then this was assumed

Options and guarantees

There were no significant options or guarantees
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18. TECHNICAL PROVISIONS (CONTINUED)

Regulatory capital statement

2007 2006
Available capital resources £m £fm
Shareholders' funds outside long-term fund - 113 8
Shareholders' funds within long-term fund - 3533
Total shareholders' funds - 467.1
Adjustments onto regulatory basis:
Assets - (454 9)
Liabthities - 923
Total capital resources available to meet regulatory requurements - 104 5
Regulatory capital requirements
Long-term Insurance Capital Requirement - 85
Total regulatory capital requiremnents - 85

Following the deregulation of the Company as at 31 December 2007 there 1s no longer any
requirement to hold regulatory capital The below analysis refers to regulatory capital held in
2006

Regulatory Capital Resources

The regulatory capital resources of the Company shown 1n the capital statement were equal to the
excess of the market value of assets (after deducting the value of any assets that cannot be
included 1n the regulatory valuation) over the regulatory value of liabilities The regulatory value
of technical provisions included 1n habilittes was the same as that reported on the balance sheet

Regulatory Capital Requirements

The regulatory capital resources must be sufficient to meet the regulatory capital requirements
prescrnbed by the Financial Services Authonty {FSA) There are two components of regulatory
capital requirements
s the Long-Term Insurance Capital Requirement (LTICR), which 1s deterruned by
applying vartous fixed percentages to certain habilities and sums at risk, together with a
element based on expenses, and
¢ the Resilience Capital Requirement (RCR), which i1s the amount needed to cover
vanous stress tests applicable to the regulatory valuation

No RCR was required, as the base valuation covered the impact of the stress tests

The FSA also required the Company to determune 1its Individual Capital Assessment {ICA), or
any Individual Capital Gudance (ICG) notified by the FSA, 1f hagher and to hold sufficient
capital to cover the amount of ICA The ICA was based on the Company’s own assessment of the
nisks that 1t was subject to The ICA was determined 1n accordance with gumidance laid down by
the FSA The ICG was determined by the FSA on the basis of analysis of the Company’s I[CA
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Analysis of liabilities

The whole of the habilities of the Company related to unit-hnked business
Capital resource sensitivities

The capttal position was sensitive to changes in market conditions, due to both changes 1n the
value of the assets and the effect that changes 1n investment conditions may have on the value of
the liabihties It was also sensitive to assumptions and experience relating to expenses and
persistency

The most significant sensitivities arose from the following risks
s persistency risk which would have ansen if increased rates of surrenders reduced future
profit margins on fund management charges, and
¢ market nsk which would have ansen 1f falls in the value of policyholders’ invested
assets reduced future fund management charges

The timing of any impact on capital would depend on the mteraction of past expenence and
assumptions about future expenence In general, 1f expenence had deteriorated or was expected
to detenorate and management actions were not expected to reduce the future impact, then
assumptions relating to future expenence would be changed to reflect it, where appropnate In
this way, liabilities would be increased to anticipate the future impact of the worse expenence
with immediate impact on the capital position
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18. TECHNICAL PROVISIONS (CONTINUED)
Movements in capital resources

Analysis of movements m capital resources for the years ending 31 December 2006 and 31
December 2007

2007 2006
£m £m
Total capital resources available to meet regulatory requirements 104.5 645
at 1 January
Changes in assumptions used to determine technical provisions
Interest rates - 0s
Expenses - 43)
Other - 86
- 48
Other changes
Stran of wnting new business - (72 5)
Surplus emerging on existing business - 44 5
Releases from other reserves - 575
Dividends paid - (26 0)
Tax - 22 4
Other - 93
- 352
Transfer under the Part VII scheme on 1 January 2007 (104.5) -
Total changes (104.5) 40.0
Total capital resources available to meet regulatory requirements ) 104.5

at 31 December

In 2007 all capital resources were transferred to ASL under the terms of the Part VII transfer

In 2006 “Change 1n assumptions - other” there was a reserve release of £8 2m ansing as a result
of changes 1n the treatment of non-guaranteed enhancements paid on unit cancellation

Following the completion of the CGT calculations for the years 1998 to 2004, the Tax
Equalisation Reserve was rebased so that the closing balance at 31 December 2006 reflected the
tuming differences between company and individual unit-linked funds at that date This rebasing
exercise resulted 1n the reserve being reduced by £32 3m, of which £7 3m was utihsed (offsetting
current tax on realised gains) and £25 Om contributed to capital resources

The potential polhicyholder compensation amounts were reduced significantly in 2006 following
completion of the CGT review for the years 1998 to 2004 Of the resulting £38.9m fall 1n the
Capital Gains Tax Provision, £6 4m was utilised and £32 5m was released to capital resources
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19. TECHNICAL PROVISION FOR LINKED LIABILTIES

2007 2006

£m fm

Investment contract habihities - 1,393 3
Insurance contracts habilities - 12,549 4
Technical provision for linked liabilities - 13,942 7

On 1 January 2007 all amounts relating to the technical provision for inked habilities were
transferred to ASL, a fellow subsidiary under the provisions of the Part VII scheme

20. PROVISIONS FOR OTHER RISKS AND CHARGES

Deferred taxation 2007 2006
£m £m
At 1 January 39.2 234
Charge to profit and loss account - 158
Transferred during the year (39.2) -
At 31 December - 392

The balance 1n respect of deferred taxation can be analysed as follows

2007 2006
£m £m
Net deferred acquisition costs - 392

On 1 January 2007 all provisions for other nsks and charges were transferred to ASL, a fellow
subsidiary under the provisions of the Part VII scheme

21. OTHER CREDITORS INCLUDING TAX

2007 2006

£m £m

Tax payable - 180
Amounts owed to group undertakings - 16
Other creditors - g0
- 286

On 1 January 2007 all other creditors were transferred to ASL, a fellow subsidiary under the
provisions of Part VII scheme

36




SUN LIFE UNIT ASSURANCE LIMITED

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

22. DERIVATIVES VALUED IN ACCORDANCE WITH FAIR VALUE ACCOUNTING

23.

RULES

In 2006 included within assets held to cover linked lhabilities were denvative contracts accounted
for under the fair value accounting rules The denvative contracts had a fair value of £11 2m and a
cost of £8 3m Movements recorded 1n the profit and loss account for the year were £11 9m 1n
respect of realised gains and £3 2m 1n respect of unrealised gains All denvatives were transferred
out of the company on 1 January 2007 under the provisions of the Part VII scheme

In 2006 the fair value of derivatives included

£5.7m 1n respect of futures used by linked investment funds to manage equity or fixed interest
market exposure These derivatives were listed on recognised exchanges and so the quoted price
was regarded as thewr fair value Movements n fair value arose from varations in the underlying
indices and cashflows were dependent on quoted prices at the dates on which the contracts expire
or were closed out

£2 7m 1n respect of forward foreign exchange contracts used to manage exchange nisk n respect of
foreign investments The fair value of these contracts was calculated via reference to the difference
between the balance sheet date forward rate and the forward rate in the contract Movements 1n fair
values arose from vanations 1n exchange rates and cashflows were dependent on exchange rates on
the dates on which the contracts expire

£2 8m 1n respect of over the counter derivatives negotiated with investment bank counterparties
which backed products with capital protection features These were valued according to indicative
bid prices supplied by the counterparty which were a reflection of therr assessment of prevailing
market conditions. The valuation technmique was not supported by observable market values

Notional and fair value of derivatives 2007 2006

Fair Fair

Notional Value Notional Value

Amount Asset Amount Asset

£m £m £fm £m

Futures - - 424 0 57
Forwards - - 1276 27
Swaptions - - 288 28
Total - - 5804 112

ASSETS ATTRIBUTABLE TO THE LONG-TERM INSURANCE BUSINESS FUND

At 31 December 2006 the total amount of assets representing the long-term fund valued in
accordance with Schedule 9A to the Companies Act 1985 were £14,398 5m On 1 January 2007,
all assets attributable to the long-term fund was transferred to ASL, a fellow subsidiary under the
provisions of Part VII scheme The total amount of assets transferred were valued at £14,398.5m
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

24. CONTINGENT LIABILITIES

The Company provided an indemnity to ASLS, a fellow subsidiary, which acted as a distributor
and third party administrator for the Company's products and services This mdemmity was
provided in the event of ASLS becoming insolvent, to meet and deal with any civil hability which
ASLS had incurred to 1nvestors 1n the course of 1its relevant business, for as long as ASLS remains
In 1ts role

No amount was recognised under the financial guarantee requirements of FRS 26 as the likelithood
of any hability ansing from the indemnity was considered remote and so 1ts fair value was
considered to be immatenal

25. CAPITAL COMMITMENTS

26.

27.

On 1 January 2007 all capital commitments held by the long term fund were transferred to ASL, a
fellow subsidiary under the provisions of Part VII scheme At 31 December 2006 the Company
had contracted for capital commutments of £37 5m

RELATED PARTIES

As the Company 1s a wholly-owned subsidiary 1t has taken advantage of the exemption granted
under Financial Reporting Standard 8 (Related Party Disclosures) where subsidiary undertakings
do not have to disclose transactions with Group companies qualifying as related parties provided
that consolidated financial statements are publicly available

In 2005 the long-term business fund of the Company invested in a number of umt trusts and
OEICs managed by AXA Fund Managers Limited, a group company As at 31 December 2006
the value of the umits and shares held by the long-term business fund was £1,094 8m On 1 January
2007 all units and shares with related parties, totalling £1,094 8m were transferred to ASL, a
fellow subsidiary under the Part VII scheme

IMMEDIATE AND ULTIMATE PARENT COMPANIES

The Company s an immediate subsidiary of AXA Sun Life Holdings plc, a company incorporated
in Great Britain and registered 1n England and Wales

In the opimon of the directors, the Company’s ultimate parent and centrolling company 1s AXA, a
company incorporated in France The parent undertaking of the largest and smallest group which
wcludes the Company and for which group financial statements are prepared 15 AXA Copies of
the AXA group financial statements can be obtamed from 23 avenue Matignon, 75008 Pans,
France
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